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(57) ABSTRACT 

A System for option commodity recommendation. The SyS 
tem includes a network interface, a processing unit, and an 
option trade unit. The processing unit Selects a plurality of 
candidate option commodities from the option trade unit 
according to the investment direction and the predicted Stock 
trend received via the network interface, and calculates a 
possible return for each candidate option commodity under 
a win probability. The processing unit Selects the candidate 
option commodity with the highest return as a recommen 
dation option commodity under the win probability. 
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SYSTEMAND METHOD FOR OPTION 
COMMODITY RECOMMENDATION 

BACKGROUND OF THE INVENTION 

0001) 1. Field of the Invention 
0002 The present invention relates to a system and 
method for option commodity recommendation, and par 
ticularly to a System and method for option commodity 
recommendation that automatically recommends appropri 
ate option commodities according to the predicted Stock 
trend and investor purse. 
0003 2. Description of the Related Art 
0004. With the popularization of financial self-manage 
ment, various investment tools and commodities, Such as 
funds, debentures, Stocks, and future commodities are com 
monly used by investors to manage finances. In the current 
trend, option commodities Such as Stock options have 
become a popular investment commodity. 
0005 Two types of optioning are generally available. A 
put option contract gives the holder the right, but not the 
obligation, to Sell the underlying Security at a specified price 
on or before a fixed date and time, and a call option contract 
gives the holder the right, but not the obligation, to buy the 
underlying Security at a specified price on or before a fixed 
date and time. 

0006 Call options increase in value as the price of the 
Stock rises. If the Stock rises above the Strike price of the 
option, the investor can buy the stock at that price. Put 
options increase in value as the price of the Stock drops, 
helping to offset the losses in the stock. If the stock falls 
below the Strike price of the option, the investor can Sell the 
Stock at that price, thereby limiting the losses of the portfolio 
to a predetermined amount. That is to Say call options of a 
product are purchased if the price of the product is expected 
to rise, and put options of the product are purchased if the 
price of the product is expected to drop. 
0007. However, various weighted index options are pro 
Vided in option trading. Each option has a price or premium, 
and can be recognized by respective expiration month, Strike 
price, and call or put options. Since the theory of option is 
complicated and there is no effective mechanism to disclose 
option information, it is difficult to choose appropriate 
options by which to invest, thereby creating a bottleneck in 
the development of option trade market. 

SUMMARY OF THE INVENTION 

0008. It is therefore an object of the present invention to 
provide a System and method for option commodity recom 
mendation that automatically recommends appropriate 
option commodities according to the predicted Stock trend 
and investor purse. 
0009. To achieve the above objects, the present invention 
provides a System and method for option commodity rec 
ommendation. According to one embodiment of the inven 
tion, the System includes a network interface, a processing 
unit, and an option trade unit. An investment purse, an 
investment direction, and a predicted Stock trend are 
received by the network interface. The option trade unit has 
a plurality of option commodities, and each option com 
modity has a price and a Strike price. 
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0010. The processing unit selects a plurality of candidate 
option commodities from the option commodities in the 
option trade unit according to the investment direction and 
the predicted Stock trend received via the network interface. 
For each candidate option commodity, the processing unit 
calculates an investment quality according to the investment 
purse and the price thereof, calculates a profit index under a 
win probability according to the Strike price thereof, calcu 
lates a predicted net profit according to the profit indeX and 
the investment quality, and calculates a possible return for 
the candidate option commodity under the win probability 
according to the investment purse, the predicted net profit, 
and a fixed cost. 

0011. The processing unit selects the candidate option 
commodity with the highest return as a recommendation 
option commodity under the win probability. 
0012. According to another embodiment of the invention, 
a method for option commodity recommendation is pro 
vided. 

0013 First, an investment purse, an investment direction, 
and a predicted Stock trend input by investors are received 
via a network interface. Then, a plurality of candidate option 
commodities is Selected according to the investment direc 
tion and the predicted Stock trend, wherein each candidate 
option commodity has a price and a Strike price. 
0014. Then, for each candidate option commodity, an 
investment quality is calculated according to the investment 
purse and the price thereof, a profit indeX under a win 
probability is calculated according to the Strike price thereof, 
a predicted net profit is calculated according to the profit 
indeX and the investment quality, and a return of the can 
didate option commodity under the win probability is cal 
culated according to the investment purse, the predicted net 
profit, and a fixed cost. 
0015 Finally, the candidate option commodity with the 
highest return is Selected as a recommendation option com 
modity under the win probability. 
0016. The method to calculate the profit index first 
acquires an expected indeX corresponding to the win prob 
ability, and calculates the profit indeX according to the Strike 
price thereof and the expected index. The expected index 
can be obtained by inputting the Strike price, win probability, 
current index, risk-free interest rate, maturity, Volatility, and 
fixed interest rate into an indeX distribution model. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0017. The aforementioned objects, features and advan 
tages of this invention will become apparent by referring to 
the following detailed description of the preferred embodi 
ment with reference to the accompanying drawings, 
wherein: 

0018 FIG. 1 is a schematic diagram showing the archi 
tecture of the System for option commodity recommendation 
according to the embodiment of the present invention; 
0019) 
0020 FIG. 3 is a schematic diagram showing the Fischer 
Black/Myron Scholes (B/S) pricing model; 
0021 FIG. 4 is a flowchart illustrating the operation of 
the method for option commodity recommendation accord 
ing to the embodiment of the present invention; and 

FIG. 2 shows an example of a network interface; 
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0022 FIG. 5 shows the network interface with recom 
mendation option commodities. 

DETAILED DESCRIPTION OF THE 
INVENTION 

0023 FIG. 1 is a schematic diagram showing the archi 
tecture of the System for option commodity recommendation 
according to the embodiment of the present invention. 
According to the embodiment of the invention, the System 
includes a network interface 10, a processing unit 11, an 
option trade unit 12, and an expected indeX database 13. 
0024. The option trade unit 12 may provide real-time 
information, Such as detailed content, price, Strike price, and 
other option commodities. The network interface 10 
receives an investment purse, an investment direction, and a 
predicted Stock trend input by users, and displayS recom 
mendation option commodities. It should be noted that users 
can input the investment purse, investment direction, and 
predicted Stock trend and acquire the information of recom 
mendation option commodities via the network interface 10, 
however, the present invention is not limited thereto, and the 
Same proceSS can be achieved by using a computer interface 
of a host without network. 

0.025 The investment purse is the amount prepared by the 
user to invest. The investment direction includes the invest 
ment target, Such as index options, and the term of the 
investment target, Such as near monthly option or far 
monthly option. The predicted Stock trend may be drop, rise, 
Or no COmment. 

0.026 FIG. 2 shows an example of a network interface 
200. The network interface 200 includes four regions: a 
target region 210, a purse region 220, an opinion region 230, 
and a recommendation region 240. 
0.027 Users can select an investment target, such as 
Taiwan index options (TIO) in the pull-down menu 211, and 
a term (button 212 for near monthly and button 213 for far 
monthly) in the target region 210. Users can Select (via 
button 222 and pull-down menu 223) or input (via button 
224 and region 225) the investment purse in the purse region 
220. Note that the remaining Sum of a user's account can be 
displayed in the window 221 if a financial institution is 
connected to the System. 
0028. In addition, users can input the predicted stock 
trend by selecting button 231 (drop), 232 (no comment), or 
233 (rise). It should be noted that put options are expected 
to purchase if button 231 is Selected, call options are 
expected to purchase if button 233 is Selected, and put and 
call options are expected to purchase if button 232 is 
Selected. After the investment purse, investment direction, 
and predicted Stock trend are input, users can Select button 
241 to Start the process to find recommendation option 
commodities, and the recommendation option commodities 
and related information, Such as return will be displayed in 
the recommendation region 240. 
0029. The expected index database 13 stores the expected 
indices corresponding to respective win probability under a 
fixed indeX level. The method to calculate expected indices 
is discussed as follows. 

0030 The expected index can be obtained by inputting 
the Strike price, win probability, current index, risk-free 
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interest rate, maturity, Volatility, and fixed interest rate into 
an index distribution model. In the embodiment, the index 
distribution model maybe the Fischer Black/Myron Scholes 
(B/S) pricing model, as shown in FIG. 3. 
0031) The formula of the B/S pricing model is, 

C=SxN(d)-KxexN(d). 
0032) 

S 

where d = A +(i)xox VT; d. =d-rx VT, OX VT 2 

0033 where C represents the value of a call; S represents 
the current price of the investment target, K represents the 
Strike price, r represents the instantaneous risk-free interest 
rate; T represents the maturity (cycle); O represents the 
instantaneous standard deviation of target return; ln(-) rep 
resents nature logarithm; and N(-) represents the accumu 
lated probability of standard normal distribution. Therefore, 
the expected indices corresponding to respective win prob 
ability can be calculated. It should be noted that, since the 
process to calculate the expected indices is familiar to those 
skilled in this area, details thereof are omitted here. 

0034 Since the weighted index changes between a fixed 
range (14%) in one trading day, the expected index corre 
sponding to a weighted indeX may be calculated Several 
times. Therefore, the expected indices corresponding to the 
weighted indices between the fixed range can be calculated 
and Stored into the expected indeX database 13 in advance. 
The expected indeX corresponding to a win probability can 
be obtained by querying the expected indeX database 13 
according to current weighted indeX and the win probability. 

0035. After the investment purse, investment direction, 
and predicted Stock trend are received via the network 
interface 10, the processing unit 11 Starts the related process 
to find recommendation option commodities. The process of 
finding recommendation option commodities by the pro 
cessing unit 11 will is discussed referring to FIG. 4. 
0036 FIG. 4 is a flowchart illustrating the operation of 
the method for option commodity recommendation accord 
ing to the embodiment of the present invention. 
0037 First, in step S40, an investment purse, an invest 
ment direction, and a predicted Stock trend input by inves 
tors are received via a network interface. Then, in Step S41, 
a plurality of candidate option commodities is Selected 
according to the investment direction and the predicted Stock 
trend, wherein each candidate option commodity has a price 
and a Strike price. 
0038. Then, in step S42, the processing unit checks 
whether return of each candidate option commodity is 
calculated. If not (No in step S42), in step S43, an invest 
ment quality is calculated according to the investment purse 
and the price of the candidate option commodity, and in Step 
S44, a profit index under a win probability is calculated 
according to the strike price thereof. Thereafter, in step S45, 
a predicted net profit is calculated according to the profit 
indeX and the investment quality, and in Step S46, a return 
of the candidate option commodity under the win probability 
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is calculated according to the investment purse, the pre 
dicted net profit, and a fixed cost. The fixed cost includes a 
trading cost of the investment quality to multiply the price 
of the candidate option commodity and a processing fee 
charged by the trading firm. 

0039. The method to calculate the profit index first 
acquires an expected indeX corresponding to the win prob 
ability, and calculates the profit indeX according to the Strike 
price thereof and the expected index. The expected index 
can be obtained by inputting the Strike price, win probability, 
current index, risk-free interest rate, maturity, Volatility, and 
fixed interest rate into an indeX distribution model, Such as 
the B/S pricing model. 
0040. Then, the flow returns to step S42, the processing 
unit checks whether return of each candidate option com 
modity is calculated. If yes (Yes in step S42), in step S47, the 
processing unit Selects the candidate option commodity with 
the highest return, as a recommendation option commodity 
under the win probability, and the recommendation option 
commodity and the return thereof can be displayed in the 
network interface. 

0041. In addition, the processing unit can calculate the 
returns under different win probabilities for each candidate 
option commodity, and Select the candidate option com 
modities with the highest return under different win prob 
abilities as recommendation option commodities. Further, 
the processing unit can further calculate the repayment ratio 
for each candidate option commodity, and the repayment 
ratio may also be displayed in the recommendation region of 
the network interface. 

0042 FIG. 5 shows the network interface with recom 
mendation option commodities. After information (invest 
ment purse, investment direction, and predicted Stock trend) 
is input, users can Select button 241 in the recommendation 
region 240 to Start the process of option commodity recom 
mendation, and recommendation option commodities and 
corresponding return and repayment ratio under win prob 
ability (1%, 5%, 10%, 15%, 20%, and 25%) are displayed in 
the recommendation region 240, as shown in window 242. 
0043. Note that users can select buttons (243-248) to 
View product details of corresponding recommendation 
option commodities, and the product detail will be displayed 
in another window (not shown in FIG. 5). Since the prices 
of option commodities change dynamically, users can Select 
button 241 for another process of option commodity rec 
ommendation after a predetermined time period, or the 
System can automatically perform another process of option 
commodity recommendation after a time interval. Further, 
the System may connect to a real-time option commodity 
trading system when the product detail button (243-248) is 
Selected. users can purchase corresponding recommendation 
option commodity online after appropriate identification. 
0044 As a result, using the system and method for option 
commodity recommendation according to the present inven 
tion, appropriate option commodities can be automatically 
recommended according to the predicted Stock trend and 
investor purse. 
0.045 Although the present invention has been described 
in its preferred embodiments, it is not intended to limit the 
invention to the precise embodiments disclosed herein. 
Those who are skilled in this technology can Still make 
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various alterations and modifications without departing from 
the Scope and Spirit of this invention. Therefore, the Scope of 
the present invention shall be defined and protected by the 
following claims and their equivalents. 

What is claimed is: 
1. A System for option commodity recommendation, com 

prising: 

a network interface to receive an investment purse, an 
investment direction, and a predicted Stock trend; 

an option trade unit having a plurality of option com 
modities, wherein each option commodity has a price 
and a Strike price; and 

a processing unit to Select a plurality of candidate option 
commodities from the option commodities in the 
option trade unit according to the investment direction 
and the predicted Stock trend, calculate an investment 
quality according to the investment purse and the price 
of each candidate option commodity, calculate a profit 
index under a win probability according to the Strike 
price thereof, calculate a predicted net profit according 
to the profit indeX and the investment quality, calculate 
a return thereof under the win probability according to 
the investment purse, the predicted net profit, and a 
fixed cost, and Select the candidate option commodity 
with the highest return as a recommendation option 
commodity under the win probability. 

2. The System as claimed in claim 1 wherein the process 
ing unit displays the recommendation option commodity in 
the network interface. 

3. The system as claimed in claim 1 wherein the method 
for calculating the profit indeX comprises the Steps of: 

acquiring an expected indeX corresponding to the win 
probability; and 

calculating the profit indeX according to the Strike price 
thereof and the expected indeX. 

4. The System as claimed in claim 3 wherein the expected 
indeX is obtained by inputting the Strike price, the win 
probability, a current index, a risk-free interest rate, a 
maturity, a Volatility, and a fixed interest rate into an index 
distribution model. 

5. The system as claimed in claim 4 wherein the expected 
indeX is calculated in advance and Stored into an expected 
indeX database. 

6. The system as claimed in claim 4 wherein the index 
distribution model is a Fischer Black/Myron Scholes (B/S) 
pricing model. 

7. The system as claimed in claim 1 wherein the fixed cost 
comprises a trading cost of the investment quality to mul 
tiply the price of the candidate option commodity and a 
processing fee charged by a trading firm. 

8. A method for option commodity recommendation, 
comprising the Steps of: 

receiving an investment purse, an investment direction, 
and a predicted Stock trend; 

Selecting a plurality of candidate option commodities 
according to the investment direction and the predicted 
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Stock trend, wherein each candidate option commodity 
has a price and a Strike price, 
for each candidate option commodity, 

calculating an investment quality according to the 
investment purse and the price thereof; 

calculating a profit indeX under a win probability 
according to the Strike price thereof; 

calculating a predicted net profit according to the 
profit indeX and the investment quality; and 

calculating a return thereof under the win probability 
according to the investment purse, the predicted 
net profit, and a fixed cost; and 

Selecting the candidate option commodity with the high 
est return as a recommendation option commodity 
under the win probability. 

9. The method as claimed in claim 8 wherein the invest 
ment purse, the investment direction, and the predicted Stock 
trend are received via a network interface. 

10. The method as claimed in claim 8 further displaying 
the recommendation option commodity in a network inter 
face. 

11. The method as claimed in claim 8 wherein the price 
and the Strike price of the candidate option commodity are 
provided by an option trade unit. 

Apr. 8, 2004 

12. The method as claimed in claim 8 wherein the method 
for calculating the profit indeX comprises the Steps of: 

acquiring an expected indeX corresponding to the win 
probability; and 

calculating the profit indeX according to the Strike price 
thereof and the expected indeX. 

13. The method as claimed in claim 12 wherein the 
expected indeX is obtained by inputting the Strike price, the 
win probability, a current index, a risk-free interest rate, a 
maturity, a Volatility, and a fixed interest rate into an index 
distribution model. 

14. The method as claimed in claim 13 wherein the 
expected indeX is calculated in advance and Stored into an 
expected indeX database. 

15. The method as claimed in claim 13 wherein the index 
distribution model is a Fischer Black/Myron Scholes (B/S) 
pricing model. 

16. The method as claimed in claim 8 wherein the fixed 
cost comprises a trading cost of the investment quality to 
multiply the price of the candidate option commodity and a 
processing fee charged by a trading firm. 


